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/The  1983  Physicians'  Practice  Costs  and  Income  Survey 
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1985  Of  the  6,847  eligible  cases,  4,729  met  the  criteria  of  a  completed  case  as  of  the  closing  day  of 
w  tne  survey.  Moreover,  PPCIS  collects  data  on  such  characteristics  as  the  kinds  of  services  delivered  t 
patients,  time  allocation,  the  nature  of  practice  arrangements,  the  cost  of  maintaining  a  practice,  and] 
the  sources  of  income.  This  focus  on  the  individual  physician  has  remained  steady  even  as  rapid 
changes  in  health  care  have  given  rise  to  new  issues  reflected  in  the  PPCIS  survey  instruments.  For 
example,  the  1983  study  sought  to  gather  information  about  the  impact  of  two  new  government 
policies:  the  Medicare  Prospective^ayment  System  (PPS)  and  the  Medicare  Participation  Agreement 
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from  physicians  practice  cost  data  "that  would  enable  the  government  to  update  the  Medicare 
Economic  Index  and  to  provide  ongoing  information  about  the  nature  of  physicians'  practices.  / 
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PPCIS:  Focus  on  the 
Individual  Physician 

The  1983  Physicians'  Practice  Costs  and  Income 
Survey  (PPCIS)  built  on  a  series  of  studies  conducted  bv 
NORC  for  the  Health  Care  Financing  Administration 
(HCFA)  in  the  1970s.  Since  its  inception  PPCIS  has 
been  designed  to  provide  objective  data  on  the  practice 
of  medicine  from  the  point  of  view  of  the  individual 
practitioner.  Thus  the  survey  continues  to  be  the  best 
available  source  of  data  on  the  costs  and  reimbursements 
associated  with  an  individual  physician's  services. 
Unlike  other  surveys,  which  gather  financial  information 
about  physicians  by  means  of  insurance  claim  forms  that 
give  only  averages,  our  research  design  calls  for 
individual  physician  data  on  their  fees  and 
reimbursements.  Survey  questions  take  into  consideration 
the  unique  features  of  particular  practice  specialties,  and 
are  designed  to  elicit  a  detailed  account  of  what  it  is  like 
to  be  a  practitioner  of  those  specialties. 

As  a  respondent  to  the  PPCIS  you  have  a  unique 
opportunity  to  speak  about  the  realities  of  your 
professional  life— its  opportunities  and  constraints. 
Moreover,  when  PPCIS  collects  data  from  you  on  such 
characteristics  of  your  practice  as  the  kinds  of  services 
you  deliver  to  your  patients,  the  way  you  allocate  your 
time,  the  nature  of  your  practice  arrangements,  the  cost 
of  maintaining  your  practice,  and  the  sources  of  your 
income,  you  are  also  speaking  on  behalf  of  other 
physicians  like  yourself  whom  you  are  representing  in 
the  sample. 

This  focus  on  the  individual  physician  has  remained 
steady  even  as  rapid  changes  in  health  care  have  given 
rise  to  new  issues  reflected  in  the  PPCIS  survey 
instruments.  For  example,  the  1983  study  in  which  you 
participated  sought  to  gather  information' about  the 
impact  of  two  new  government  policies:  the  Medicare 
Prospective  Payment  System  (PPS)  and  the  Medicare 
Participation  Agreement  Program  (PPA).  At  the  same 
time,  the  survey  fulfilled  the  original  mandates  of 
PPCIS:  to  collect  from  physicians  practice  cost  data  that 
would  enable  the  government  to  update  the  Medicare 
Economic  Index  and  to  provide  ongoing  information 
about  the  nature  of  physicians'  practices. 

As  this  study  depends  entirely  on  the  individual 
physician  for  its  data,  it  takes  special  pains  to  protect  its 
sources.  NORC.  the  prime  contractor  in  the  study,  has 
the  strictest  safeguards  to  ensure  that  access  to  records  is 
limited  to  authorized  personnel.  NORC  and  HCFA,  the 
sponsor  of  PPCIS.  have  also  developed  a  carefully 
elaborated  policy  for  storing,  retrieving,  and  accessing 
computerized  records.  The  fundamental  element  of  that 
policy  is  that  names  are  removed  before  the  final  data 
tapes  are  transmitted  to  HCFA.  Thus,  neither  HCFA  nor 
others  using  the  data  will  ever  be  able  to  identify  the 
individual  physicians  who  participated  in  the  survey. 


The  Sample:  Who  Participated 

The  1983  PPCIS  targeted  a  population  of  phvsicians 
who: 

•  Practiced  in  the  50  United  States  and  District  of 
Columbia. 

•  Were  in  active  practice  at  the  time  of  the  interview 
and  during  the  calendar  year  1983.  Active  practice 
was  defined  as  providing  patient  care  at  least  20 
hours  a  week  in  either  an  office-based  or  hospital - 
based  setting.  Excluded  were  residents,  interns,  full- 
time  faculty  at  medical  schools,  and  research 
fellows. 

•  Were  not  employed  by  the  Federal  Government. 

•  Were  licensed  doctors  of  medicine.  Excluded  were 
doctors  of  osteopathy,  chiropractors,  dentists, 
limited  license  physicians,  and  physicians  of 
unclassified  specialties. 

We  used  a  single-stage,  stratified,  random  sampling 
design  to  draw  our  sample  from  the  1984  Physician 
Master  File  maintained  by  the  American  Medical 
Association.  Interviews  were  conducted  between  October 
1984  and  June  1985.  Of  the  6.847  eligible  cases.  4.729 
met  the  criteria  of  a  completed  case  as  of  the  closing 
day  of  the  survey.  Thus,  the  completion  rate  was  69 
percent. 

Cooperation  rates  by  specialty  varied  widely,  with 
some  specialists  cooperating  at  levels  above  70  percent 
and  others  at  just  above  50  percent.  Anesthesiologists, 
pathologists,  radiologists,  psychiatrists,  and  family 
practice  physicians  had  the  highest  cooperation  rates: 
cardiologists  and  orthopedic  surgeons  were  the  least 
likely  to  agree  to  interviews.  In  our  analysis,  weighting 
of  the  data  adjusts  for  these  differences  in  levels  of 
cooperation. 

The  selected  findings  presented  in  this  report  alread\ 
testify  to  the  value  of  your  contribution.  As  the  analysis 
of  data  continues,  the  full  import  of  your  participation 
will  become  even  more  apparent. 

Selected  Issues:  What  You  Said 
About  Them 

The  Practice  of  Medicine  in  the  1980s 
Physicians'  Work  Schedules  and  Locus  of  Services 

Physicians  in  the  PPCIS  sample  devote  significant 
amounts  of  time  to  patient  contact  and  other  medical 
activities  that  affect  patient  care.  Respondents  spent  an 
average  of  51  hours  a  week  on  such  tasks  as  seeing 
patients  during  office  hours  and  hospital  rounds,  and 
consulting  with  other  physicians.  An  average  of  6  hours 
were  spent  by  physicians  on  administrative  tasks  such  as 
filling  out  insurance  forms,  billing  patients,  and  dealing 
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Table  1.  Average  Number  of  Medical  Hours, 
By  Setting 


All  MDs 

GP/FP 

Med 

Surg. 

Total  Medical  Hours 

50.8 

50.9 

52.0 

53.1 

Office  hours 

26.8 

34.0 

28.7 

23.6 

ER/OPD  hours 

5.8* 

4.3 

4.3 

4.2 

Operations/surgical  hours 

5.8 

1.7 

1.3 

14.3 

Hospital  rounds 

9.3 

7.4 

13.1 

8.1 

'Includes  emergency  medicine  specialists. 

SOURCE:  Preliminary  data  from  the  1983  PPCIS,  NORC. 


with  personnel  or  financial  matters  connected  with  their 
practices.  Thus,  on  the  average,  medical  services 
demand  88  percent  of  physicians"  weekly  work  hours, 
whereas  administrative  tasks  take  12  percent  of  their 
time  per  week. 

Table  1  gives  a<  more  detailed  account  of  physicians' 
medical  activities.  Office  hours  demand  a  significant 
portion  of  all  physicians*  time.  General  and  family 
practitioners  spend  34  hours  or  about  67  percent  of  their 
work  week  seeing  patients  during  office  hours;  even 
surgeons,  who  spend  considerable  time  performing 
surgical  operations,  allocate  24  hours,  or  as  much  as  45 
percent  of  their  time,  to  office  contacts  with  patients. 

Physicians'  Practice  Arrangements  and  Employment 
Settings 

Whereas  physicians  in  the  PPCIS  sample  continue  the 
tradition  of  committing  long  hours  to  patient  care,  they 


have  altered  the  traditional  configurations  of  their 
practice  arrangements  and  settings.  This  is  to  be 
expected  in  the  light  of  changes  in  the  medical  practice 
environment  during  the  past  decade.  For  example. 

•  An  increasing  supply  of  physicians  has  brought 
about  more  intense  competition. 

•  Advances  in  medical  technology  have  raised  the 
costs  of  medical  practice. 

•  Increasing  liability  risks  have  led  to  higher 
insurance  rates. 

•  Inflation  in  medical  care  costs  has  intensified  the 
cost-consciousness  of  medical  consumers  and  third 
party  payors. 

One  would  expect  that  these  pressures  might  result  in 
some  of  the  following  adjustments  in  physicians' 
professional  activities: 

•  Employment  in  hospitals  and  other  institutions 
rather  than  self-employment. 

•  Group  rather  than  solo  practices. 

•  Membership  in  alternative  health  plans  such  as 
Health  Maintenance  Organizations  (HMOs). 
Independent  Physician  Arrangements  (IPAs).  and 
Preferred  Provider  Organizations  (PPOs). 

•  Legal  organization  in  professional  corporations 
rather  than  in  sole  proprietorships. 

The  PPCIS  provides  an  ideal  vehicle  for  assessing 
practice  changes  of  these  types.  The  survey  is  national 
in  scope,  covers  hospital -based  physicians  (HBPs)  as 
well  as  office-based  physicians,  and  is  designed  to 
efficiently  obtain  accurate  answers  from  individual 
respondents. 


Table  2.  Employment  Setting  of  Physicians,  By  Specialty 


Specialty 
All  Physicians 

General  Practice 
Family  Practice 
Internal  Medicine 
Cardiology 
Pediatrics 

Other  Medical  Specialties 
General  Surgery 
Orthopedic  Surgery 
Opthalmology 
Urology 

Obstetrics/Gynecology 

Other  Surgical  Specialties 

Psychiatry 

Anesthesiology 

Pathology 

Radiology 

All  Other  Specialties 


Number  of 
Physicians 

255,136 

13.336 
29,145 
30,734 

7.070 
16,798 
18,186 
16,442 
11,666 

9,843 

5,799 
19.403 
13,424 
17,321 
1 1 ,386 

6,216 
13,434 
14,903 


Employed 
by  Hospital 

9.2 

4.3 

3.3 

6.3 

7.8 
12.7 

8.2 

3.1 

1.7 

3.9 

6.1 

3.5 

5.7 
20.5 

7.8 
36.7 
13.4 
28.9 


Percent  of  Physicians 


Employed  by 
Clinic/HMO 

7.4 

5.4 
10.2 

9.2 

5.8 
13.3 

9.9 

3.6 

5.6 

7.9 

2.9 

8.1 

5.3 

5.7 

19 

2.5 

7  4 

8.0 


Employed  by 
Other  Physician 

9.8 

4.9 

7.9 

7.4 

9.1 

8  4 

5  1 

8.6 

9.2 

5.8 
13.2 

6.7 
11.1 

3.8 
17.7 
19.5 
20.5 
24.0 


Self- 
employed 

71.1 

84.3 
76.2 
73.6 
73.9 
62.4 
72.8 
81.5 
82.8 
81.7 
768 
80.1 
75.9 
66.7 
70.6 
37.2 
56.9 
37.8 


Change  in 
Status' 

2  5 

12 
2.4 
3.6 

3  5 
3.3 
4.1 
3  1 
0.7 
0.7 
1.1 

1  6 
2.0 
34 

2  1 
4.1 
1  8 
13 


•Includes  those  changing  from  self-employed  to  employed  (and  vice  versa)  between  1983  and  1984. 
SOURCE:  Preliminary  data  from  the  1983  PPCIS,  NORC. 
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Physicians '  Employment  Settings— The  latest  PPCIS 
documents  that  physicians  are  working  in  a  variety  of 
employment  settings,  and  are  participating  in  various 
alternative  health  plans  as  well  as  group  practices. 
Diversity  in  the  size  and  character  of  physician  practices 
may  be  attributable  to  increasing  costs  and  competition. 
The  cost  of  establishing  a  new  practice  and  purchasing 
technologically  complex  equipment  may  exceed  the 
ability  of  young  physicians  to  borrow  funds,  particularly 
when  they  have  already  accumulated  debts  in  the  course 
of  their  medical  education.  Physicians  may  also  want  to 
reduce  their  exposure  to  individual  financial  risks 
(including  malpractice  premium  increases),  or  to  reduce 
their  time  commitment  by  becoming  employees  and  by 
joining  group  practice  arrangements  and  alternative 
health  plans.  Such  associations  also  protect  physicians 
from  a  reduction  in- earnings  due  to  increased 
competition  for  patients. 

Table  2  shows  that  although  71  percent  of  the  sampled 
physicians  are  still  self-employed,  almost  30  percent  are 
paid  by  other  sources.  Of  the  30  percent,  nearly  one- 
third  are  employed  by  other  physicians,  another  third  by 
hospitals,  and  about  one-fourth  by  clinics  and  HMOs. 

Physicians'  Practice  Patterns— The  1983  figures  also 
show  that  over  40  percent  of  self-employed  physicians 
are  involved  in  group  practice.  Table  3  provides  data  on 
these  practice  patterns,  by  specialty.  Group  practice 
apr-ars  to  be  more  attractive  to  some  specialists  than  to 
others.  Radiologists  (at  84  percent)  and  pathologists  (83 
percent)  report  the  highest  level  of  group  practice 
participation,  and  psychiatrists  (11  percent)  report  the 
lowest  level.  Anesthesiologists  (56  percent),  orthopedic 
surgeons  (54  percent),  and  cardiologists  (51  percent) 
also  tend  to  join  group  practices. 


Table  3.  Practice  Patterns  of  Self-Employed 
Physicians,  By  Specialty 

Percent  of  self-employed  physicians: 


Specialty 

Solo  Practice 

Group  Practice 

All  U 

AN  physicians 

CD  i 

DDI 

41,9 

General  Practice 

74.2 

25.8 

Family  Practice 

56.2 

43.8 

Internal  Medicine 

68.9 

31 .1 

Cardiology 

49.1 

50.9 

Pediatrics 

53.5 

46.5 

Other  Medical  Specialties 

56.2 

43.8 

General  Surgery 

65.3 

34.7 

Orthopedic  Surgery 

46.4 

53  6 

Opthalmology 

65.9 

34  1 

Urology 

54  4 

45.6 

Obstetrics/Gynecology 

52.4 

47.6 

Other  Surgical  Specialties 

62.2 

37  8 

Psychiatry 

89.2 

10.8 

Anesthesiology 

44.0 

56  0 

Pathology 

17.4 

82  6 

Radiology 

16.4 

83  6 

All  Other  Specialties 

44.8 

55  2 

SOURCE:  Preliminary  data  from  the  1983  PPCIS.  NORC 


Membership  in  Prepaid  Plans— Significant  proportions 
of  physicians  in  the  various  speciality  groups  have 
become  participants  in  prepaid  plans.  (Table  4)  When 
one  examines  participation  in  Independent  Practice 
Associations  (IPAs),  Preferred  Provider  Organizations 
(PPOs).  and  Health  Maintenance  Organizations  (HMOs), 
prepaid  programs  command  the  services  of  a  total  of  32 
percent  of  all  specialties  sampled.  "Other  medical 
specialties"  show  rates  as  high  as  47  percent,  whereas 
general  practitioners  (18  percent)  are  the  least  likely  to 
join  prepaid  plans. 


Table  4.  Participation  Rates  in  Alternative  Health  Plans  (AHP),  By  Specialty 


Specialty 

Any  AHP 

IPA 

PPO 

HMO 

Total 

32.0 

13.5 

12.4 

17.7 

General  Practice 

18.0 

10.9 

4.9 

7.0 

Family  Practice 

28.7 

10.9 

10.5 

16.6 

Internal  Medicine 

30.5 

13.3 

8.2 

18.0 

Cardiology 

38.1 

15.2 

17.8 

19.8 

Pediatrics 

36.7 

12.6 

10.9 

23.5 

Other  Medical  Specialties 

46.5 

22.3 

18.2 

25.0 

General  Surgery 

25.1 

13.2 

9.7 

13.1 

Orthopedic  Surgery 

39.3 

15.0 

15.7 

21.1 

Opthalmology 

32.6 

16.3 

15.5 

13.9 

Urology 

40.2 

12.5 

23.6 

19.6 

Obstetrics/Gynecology 

32.9 

12.6 

13.5 

17.4 

Other  Surgical  Specialties 

34.9 

18.3 

16.4 

18.6 

Psychiatry 

22.5 

6.4 

9.9 

12.7 

Anesthesiology 

36.3 

11.8 

14.5 

21.7 

Pathology 

29.5 

13.1 

13.0 

15.3 

Radiology 

32.5 

14.9 

13.7 

21.3 

All  Other  Specialties 

29.9 

12.2 

12.1 

15.6 

IPA  =  Independent  Practice  Association 
PPO  =  Preferred  Provider  Organization 
HMO  =  Health  Maintenance  Organization 

Note:  Physicians  may  participate  in  more  than  one  type  of  AHP,  or  in  more  than  one  plan  of  a  given  type. 
SOURCE:  Preliminary  data  from  the  1983  PPCIS.  NORC. 
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Practice  Size  and  Characteristics- PPCIS  also 
examined  the  size  of  self-employed  physicians"  practices 
and  their  specialty  mix.  Single-physician  practices  are 
s  ill  predominant  (58  percent  of  the  PPCIS  sample) 
although  29  percent  of  practices  in  1983  involved  three 
or  more  physicians.  (Table  5) 


Table  5.  Practice  Size  (Number  of  Full-Time 

MDS) 


1 
2 

3-4 
5-7 
8-25 

More  Than  25 


58.1% 

13.1 

14.9 

7.2 

4.9 

1.9 
100.1 


SOURCE:  Preliminary  data  from  the  1983  PPCIS,  NORC 


Specialty-  Mix  Within  Group  Practice-Most  (81  percent) 
of  the  group  practices  in  the  PPCIS  sample  are  single- 

lET™,?  group-s;  of  the  PPCIS  sample-  on'y 19  p™ 

are  multispecialty  groups,  that  is.  groups  providine 
services  in  at  least  two  major  specialty  areas.  The  fact 
mat  group  practices  are  so  overwhelmingly  sinele- 
specialty  may  be  explained  by  the  conveniences  of  such 
arrangements.  Physicians  in  single-specialty  groups  can 
temporarily  assume  the  care  of  each  ot.-:.-r  's  patients 
share  equipment  and  other  resources,  and  structure  their 
cooperative  organization  relatively  informally  By  their 

co'mnl  atUr£H  multisfCialty  gr°UPs  tend  10  ^  ™re 
complex  and  formal  organizational  structures. 

Legal  Forms  of  Organization— The  PPCIS  also 
obtained  information  about  the  legal  forms  of 
organization  you  utilize  in  your  group  practices,  and 
about  your  methods  of  income  distribution.  Table  6 
classifies  solo  and  group  practices  on  the  basis  of  their 
legal  organization.  (The  forms  of  organization 
represented  in  the  table  are  those  recognized  by  the 
Internal  Revenue  Service.)  Perhaps  because  corporations 
offer  a  variety  of  tax  savings  and  limited  liability  against 
a  wide  range  of  legal  obligations.  72  percent  of  the 
group  practices  and  45  percent  of  solo  practices  are 
incorporated. 


Table  6.  IRS  Practice  Organization 

Solo 


Sole  Proprietorship 
Formal  Partnership 
Corporation 


54.3% 
45.0 

SOURCE:  Preliminary  data  from  the  1983  PPCIS,  NORC. 


Group 

8.4% 
19.2 
72.4 


Methods  of  Income  Distribution  and  Expense 
Shanng-You  were  asked  to  indicate  how  income  and 
expenses  were  shared  in  your  practice.  The  1983  PPCIS 
respondents  tended  not  to  share  expenses-78  percent  of 
solo  practitioners  said  their  practice  did  not  share 
expenses  with  other  physicians. 


The  predominant  pattern  in  group  practices  is  to  share 
net  incomes  unequally  (61  percent),  while  40  percent  use 
equal  shares.  y 


Table  7.  Patterns  of  Income  Distribution  and 
Expense  Sharing 

Expense  Sharing  • 


Yes 
No 

•Includes  only  self-employed  physicians  in  solo  practice 
income  Sharing' 

Equally 
Not  Equally 

•Includes  only  self-employed  physicians  in  group  practice 
SOURCE.  Preliminary  data  from  the  1983  PPCIS.  NORC 


21.9% 
78.1 


39.5% 
60.5 


Medicare  Payment  Reforms:  the  PPA  and 
the  PPS 

If  physicians  have  altered  the  character  of  their 
practices,  two  components  of  the  Medicare  program  the 
Physician  Participation  Agreement  and  the  Hospital 
Prospective  Payment  System,  have  been  among  the 
agents  of  such  change.  In  1983.  the  PPCIS  began  to 
explore  the  effects  of  the  PPA  and  the  PPS  in  shap.no 
the  professional  activities  of  individual  physicians 

Medicare's  Physician  Participation  Agreement 
Program 

As  you  know.  Congress  revised  the  Medicare 
Physician  payment  system  in  the  Deficit  Reduction  Act 
(Public  Law  98-369).  enacted  in  July  1984  That 
legislation  imposed  a  fee  freeze  on  Medicare  services 
and  altered  the  terms  of  physicians"  part.cipation  in 
Medicare.  Various  extensions,  including  the 
Consolidated  Omnibus  Budget  Reconciliation  Act  of 
1986  (Public  Law  99-272).  extended  the  freeze  through 
April  30.  1986.  Physicians  were  given  an  opportunity  to 
sign  a  participation  agreement  on  a  vear-to-year 
renewable  basis,  in  October  1984.  October  1985  and 
again  in  May  1986.  The  agreement  commits  participants 
to  accept  all  Medicare  patients  and  services  on 
assignment.  Physicians  who  do  not  sign  the  agreement 
may  decide  on  a  case-by-case  basis  whether  to  accept 
assignment,  and  may  bill  patients  for  nonassigned 
amounts  in  excess  of  the  Medicare-allowed  charge 
Physicians  who  sign  the  agreement  may  bill  the  patient 
only  for  the  deductible  and  20  percent  coinsurance 

One  of  the  major  incentives  for  physicians  to  sien  was 
the  differential  application  of  the  fee  freeze  to 
participants  and  nonpanicipants.  Whereas  non- 
panicipants  would  not  be  allowed  to  raise  their  fees  at 
the  end  of  the  freeze  period,  participating  physicians 
would  have  their  charge  profiles  updated  at  the  end  of 
that  period. 

An  important  purpose  of  PPCIS  was  to  gather 
information  on  the  impact  of  the  PPA.  Physicians  were 
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asked  whether  they  had  signed  the  Medicare  Physician 
Participation  Agreement:  if  so,  why:  and  if  not,  why 
not.  Results  indicate  that  as  of  October  1984.  one-third 
of  the  self-employed  physicians  with  any  Medicare 
patients  signed  the  Physician  Participation  Agreement 
under  Medicare. 

The  participation  rate  among  specialties  ranged  30 
points,  from  a  low  of  20  percent  to  a  high  of  50 
percent.  Despite  this  wide  range,  the  participation  rates 
for  most  specialties  clustered  within  5  points  (plus  or 
minus)  around  the  average  for  all  specialties.  Thus,  the 
physician's  specialty  by  itself  is  not  a  powerful  predictor 
of  "who  participated." 

We  explored  other  physician  characteristics  to  explain 
differences  in  participation  rates  within  and  between 
specialties.  Several  characteristics  of  physicians  and  their 
patients  appeared  to  make  a  difference  in  "who 
participated." 

For  physicians,  age.  sex.  and  board  certification  status 
make  little  difference,  but  race  and  U.S.  versus  foreign 
graduate  status  make  a  great  deal  of  difference. 

•  Over  half  (52  percent)  of  nonwhite  physicians 
signed  the  Medicare  PPA  compared  to  30  percent  of 
white  physicians. 

•  Just  under  half  (46  percent)  of  FMGs  signed  the 
Medicare  PPA  compared  to  30  percent  of  U.S. 
medical  graduates. 

Physicians  who  participate  can  be  distinguished  on  the 
basis  of  the  financial  characteristics  of  their  clientele. 
Such  factors  as  the  patients'  insurance  status, 
supplementary  coverage  of  Medicare  beneficiaries,  and 
income  status  appear  to  be  significant  in  distinguishing 
who  participated. 

•  Participants  reported  a  higher  percent  of  patients  (34 
percent)  with  Medicare  Part  B  as  their  primary 
payor  than  did  nonparticipants  (30  percent). 

•  A  higher  proportion  (26  percent)  of  participants' 
patients  were  classified  as  low-income  in 
comparison  to  nonparticipants'  (20  percent). 

Participants'  patients  were  also  less  likely  to  have 
supplemental  medical  insurance.  Taken  together,  these 
data  suggest  that  participants  are  treating  a  lower-income 
Medicare  population  than  are  the  non-participants. 

A  complete  analysis  of  the  1983  PPCIS  findings 
regarding  the  PPA  appears  in  "An  Analysis  of 
Medicare's  Physician  Participation  Agreement 
Program."  research  report  to  HCFA  by  Margo  L. 
Rosenbach,  Sylvia  Hurdle,  and  Jerry  Cromwell  (Health 
Economics  Research.  Inc..  Needham.  MA.  October 
1985). 

Medicare's  Prospective  Payment  System 

You  will  recall  that  Congress  directed  the  Secretary  of 
Health  and  Human  Services  to  develop  and  put  into 
place  by  October  1,  1983  a  Prospective  Payment  System 


(PPS)  for  inpatient  hospital  care  covered  under 
Medicare.  The  PPS  replaced  the  traditional  system  of 
reimbursing  hospitals  restrospectively  on  the  basis  of 
cost.  The  new  system  pre-sets  prices  corresponding  with 
diagnosis-  related  groupings  (DRGs)  into  which 
individual  cases  are  classified.  Prospective  payment  on  a 
case-by-case  basis  encourages  hospitals  to  seek  ways  to 
reduce  costs.  When  costs  are  below  the  PPS  payment 
level,  the  hospital  makes  a  profit  on  the  case:  when 
costs  exceed  the  payment,  the  hospital  takes  a  loss  on 
the  case. 

The  PPCIS  sought  to  examine  the  short-run  impact  of 
Medicare's  Prospective  Payment  System  as  perceived  by 
physicians  in  the  sample  who  had  a  hospital  affiliation 
for  at  least  one  year.  Physicians  were  asked  whether  they 
had  been  encouraged  by  hospital  administrators  to  change 
certain  aspects  of  their  activity  vis-a-vis  inpatients. 
Though  we  do  not  know  whether  a  physician  actually 
changed  his  or  her  behavior,  the  results  suggest  that 
Medicare's  PPS  has  had  a  widespread  impact  on 
physicians'  activity. 

•  89  percent  of  radiologists,  anesthesiologists,  and 
pathologists  (RAPs)  were  encouraged  to  change  at 
least  one  aspect  of  their  inpatient  activity  in  the 
previous  year. 

•  83  percent  of  all  other  specialties  (non-RAPs)  were 
encouraged  to  change  their  inpatient  behavior  in  at 
least  one  way. 

Physicians  most  frequently  reported  pressures  to 
discharge  patients  sooner  and  to  shift  testing  to 
outpatient  settings. 

•  Overall.  78  percent  of  the  non-RAPs  were  urged  to 
shorten  lengths  of  stay. 

•  Among  RAPs,  85  percent  were  encouraged  to  shift 
testing  to  outpatient  settings. 

Physicians  were  also  frequently  encouraged  to  reduce 
ancillaries  in  an  effort  to  reduce  the  cost  per  inpatient 
stay. 

•  62  percent  of  the  RAPs  were  urged  to  limit  the  use 
of  expensive  diagnostic  testing. 

•  56  percent  of  the  RAPs  were  asked  to  cut 
department  costs  by  conducting  fewer  procedures. 

•  45  percent  of  the  non-RAPs  were  pressured  to 
reduce  the  number  of  tests  or  x-rays  they  ordered. 

Physicians  were  much  less  likely  to  report  an  impact  on 
their  admissions  practices: 

•  21  percent  were  encouraged  to  increase  admissions. 

•  5  percent  were  encouraged  to  admit  more  patients 
with  certain  diagnoses. 

For  Medicare,  more  specifically. 

•  13  percent  were  encouraged  to  admit  fewer 
Medicare  patients. 

•  3  percent  were  encouraged  to  admit  more  Medicare 
patients. 
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We  examined  selected  aspects  of  physicians"  hospital 
involvement  to  determine  whether  any  groups  were 
"targeted"  to  modify  their  inpatient  behavior  as  a  result 
of  the  PPS.  We  found  that  physicians  who  were  paid  by 
hospitals  on  a  fee-for-service  basis  or  who  had  onlv 
admitting  privileges  were  more  likely  than  salaried' 
physicians  to  be  urged  to  discharge  sooner. 

•  81  percent  of  physicians  paid  on  a  fee-for-service 
basis  and  79  percent  of  those  with  only  admittins 
privileges  were  urged  to  discharge  sooner, 
compared  to  72  percent  of  salaried  physicians. 

Physicians  with  higher  Medicare  caseloads  were  more 
often  urged  to  discharge  sooner  than  those  with  small 
Medicare  caseloads.  Additionally,  physicians  with 
greater  dependence  on  hospital  revenues  were  more 
often  encouraged  to  discharge  sooner  than  those  with 
less  dependence. 

•  71  percent  of  those  with  small  Medicare  caseloads 
(less  than  10  percent)  were  urged  to  discharge 
sooner  compared  to  82-83  percent  of  those  with 
larger  Medicare  caseloads  (10  percent  or  more). 

•  About  80  percent  of  those  receiving  more  than  10 
percent  of  their  revenue  from  hospital  patients  were 
encouraged  to  discharge  sooner,  whereas  71  percent 
of  those  with  less  reliance  on  hospital  revenues 
were  encouraged  to  do  so. 

In  a  further  effort  to  correlate  hospital  characteristics 
with  physicians'  perceptions  of  the  impact  of  the  PPS. 
we  examined  other  features  of  hospital  administrative 
structure.  The  most  striking  result  of  this  analysis  was 
the  finding  that,  for  the  most  part,  there  was  little 
difference  between  the  hospitals  where  physicians 
reported  having  been  induced  to  change  their  approach 
to  inpatient  care  and  hospitals  where  groups  of 
physicians  reported  no  encouragement  to  change. 
Possibly,  the  distinguishing  factor  is  not  the  nature  of 
the  institution  but  the  administrator's  technique  for 
bringing  about  change.  In  hospitals  where  physicians 
reported  that  they  were  expected  to  modify  their 
practices,  there  may  have  been  an  administrator  who 
made  direct  attempts  to  alter  the  behavior  of  physicians 
who  were  not  cost  conscious  in  ordering  diagnostic  work 
and  determining  length  of  stay  for  inpatients.  In 
hospitals  where  physicians  reported  that  they  received  no 
encouragement  to  change  their  practices,  administrators 
may  have  limited  themselves  to  a  general  directive 
explaining  the  PPS  and  its  implications  for  the  hospital's 
financial  position.  As  the  1983  study  was  aimed  merely 
at  gathering  physicians'  perceptions  of  the  short-run 


impact  of  the  PPS.  the  questionnaire  did  not  probe  the 
particular  influences  that  induced  change  in  physicians' 
behavior.  In  a  followup  study  more  specific  questions 
could  explore  these  subtler  issues. 

A  complete  analysis  of  the  1983  PPC1S  findings 
regarding  the  PPS  appears  in  "Physicians'  Perceptions 
about  the  Short-Run  Impact  of  Medicare's  Prospective 
Payment  System,"  research  report  to  HCFA  by  Margo 
L.  Rosenbach  and  Jerry  Cromwell  (Health  Economics 
Research.  Inc.,  Needham,  MA.  November  1985). 

Your  Role  in  the  Survey 

Your  participation  has  made  it  possible  to  profile 
important  features  of  physicians'  practices,  and  to 
monitor  the  effect  of  certain  federal  policies  on 
physicians'  choices. 

Once  again,  we  remind  you  that  NORC  holds  your 
responses  in  strictest  confidence  and  removes  your  name 
from  computerized  records  so  that  individual  physicians 
who  participated  in  the  survey  will  not  be  identifiable  by 
HCFA  or  by  others  using  the  data  from  this  study. 

For  Further  Information 

The  documents  and  data  tapes  listed  below  resulted 
from  the  PPCIS  and  can  be  purchased  through  the 
National  Technical  Information  Service.  U.s" 
Department  of  Commerce.  5285  Port  Roval  Road. 
Springfield.  Virginia  22161.  (703)  487-4650. 


Public  Use  Data  Tape 

Public  Use  Manual 

Methodological  Report 

An  Analysis  of  Medicare's 
Physician  Participation 
Agreement  Program 


PB86215027/AS 
PB86215019/AS 
PB86204302/AS 
PB86166121/AS 


Physician's  Perceptions  About  the  PB86165172/AS 
Short-Run  Impact  of  Medicare's 
Prospective  Payment  System 

Physician  Involvement  in  Hospital  PB86184850/AS 

Emergency  Rooms  and  Outpatient 

Departments 


Physician  Participation  in 
Alternative  Health  Plans 


PB86243128/AS 
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